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The Nicaraguan economy showed improvement last year in overall growth, inflation, and exports.
But these gains were not enough to make a dent in the alarming unemployment and poverty
rates, which many analysts trace to the burdensome foreign debt. According to a report on
macroeconomic indicators for last year by the UN's Economic Commission for Latin America and
the Caribbean (ECLAC), the economy grew by 4% in 1995, showing moderate improvement over
the 3.2% growth in 1994. When President Violeta de Chamorro took office in 1990, growth was flat.
Since then, GDP has grown by a total of 7%, with 1995 growth the highest so far. At 4%, government
officials say economic growth is finally outpacing population growth, which would indicate eventual
improvement in the rate of job creation. The substantial economic expansion last year was reflected
in a slight per capita increase in GDP, from negative 0.7% growth in 1994 to 0.4% increase in 1995. In
1991,
President Chamorro's administration began a structural-adjustment program with assistance from
the World Bank and the International Monetary Fund (IMF). The program emphasizes reduction of
the fiscal deficit and inflation and state modernizing (see NotiSur, 04/20/95). Since then, the fiscal
deficit, which stood at a prodigious 17.2% of GDP in 1990, dropped to 12.1% in 1994 and to 9.6% in
1995. Though far from the hyperinflation of the 1980's, prices have taken an erratic course in recent
years, jumping from single digits in 1992 to nearly 20% in 1993, then down to 12.5% in 1994. The
government failed to keep inflation within the target zone of 8% to 9%, and 1995 ended with a 10.8%
accumulation.
Over 60% of last year's total inflation came in the final quarter and was attributed largely to
government-ordered increases in electricity rates. In September, electricity rates were raised
between 7% and 30% depending on the type of use. Because the rate hike forced a 30% increase
in the cost of electrical pumping for water users, the water utility (Industria Nicaraguense de
Acueductos y Agua, INAA) raised its rates by 6% for domestic users and 8% for industrial and other
large users. The increases caused a heated consumer and private-sector reaction that included
threats of nonpayment by members of the small business chamber (Camara Nacional de la Pequena
Industria, CONAPI). After meetings with the private-sector council (Consejo Superior de la Empresa
Privada, COSEP), the government announced that the 30% maximum electricity rate would be
reduced to 15%. But the rate increases were still substantial and economists noted a jump in
consumer prices during the latter part of the year as the increases were passed on to consumers.
According to the Ministry of Economy and Development (Ministerio de Economia y Desarrollo,
MEDE), the monthly cost of the official market basket of 53 basic consumer items rose from US$145
in 1994 to US$162 in 1995 a 12% increase. The biggest price increases were for education, health care,
water, and energy. However, labor unions said that the year- end basket price was more than US
$200, a 38% price rise. In either case, the monthly minimum wage of US$43.60 dollars, unchanged
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 55755
ISSN: 1060-4189

since 1993, has not kept pace with the market-basket price index. During the 1993-1995 period,
during which the minimum wage was static, total accumulated inflation measured 42.8% During
1995, the official exchange rate for the cordoba dropped 20% with respect to the US dollar, ending
at 7.93 cordobas per US$1.00. Minister of the Presidency Julio Cardenas announced in December
that the policy of controlled devaluation, by which the currency slides downward by 1% per month
against the US dollar, will remain in effect.
The trade picture appears to have been bright in 1995. ECLAC figures indicate that exports
increased by 39%, from US$351 million in 1994 to US$490 million in 1995. However, later figures
issued by MEDE show exports at US$527 million. Imports rose by 9.5% from US$785 million
in 1994 to US$860 million last year. Imports have risen steadily in recent years, increasing by
30.5% since 1993. Nevertheless, during the same period, exports improved by an impressive 83%.
Though Central Bank (Banco Central de Nicaragua) and ECLAC figures differ widely, both show
a narrowing of the trade deficit. ECLAC puts last year's trade gap at US$370 million, compared to
US$434 million in 1994 a drop of nearly 15%. When services are included, the gap still narrows by a
similar percentage although the total imbalance rises to US$424 million. As a result, the balance on
the current account was a negative US$850 million, but capital transfers left the global balance on
the current account at a US$40 million surplus, a decline from last year's US$53 million surplus.
Economic planners downplayed the significance of the trade gap noting that much of the increase
in imports resulted from the purchase of industrial inputs, which could result in greater productive
output in future years. Minister of the Presidency Cardenas said that the positive trends would
continue into 1996 and described last year's inflation as "moderate and the most controlled in Latin
America." He expressed confidence that the economy will continue to grow in 1996, perhaps by as
much as 5%. Nevertheless, two important indicators both of which have shown improvement may
be less positive than they appear.
Despite rising exports, the trade imbalance has become a heavy burden on the current account
balance sheet because the shortfall has been bridged less from hard currency investment than by
foreign loans. In the 1990-1993 period, according to a study by the Development Gap, two-thirds
of the income from foreign grants and loans went to finance the trade imbalance and most of the
remainder went to service the foreign debt. "The profound defect of the adjustment program
has been its favoring of disproportionate debt payments at the cost of productive use of foreign
resources," said economist Oscar Neira.
The debt stood at US$10.4 billion at the end of 1995, down from US$11.695 billion in 1994, but it
is still the highest in Central America and among the highest per capita debts in the world. Debt
rescheduling and a US$600 million reduction granted by the Paris Club of creditor nations in 1995
brought some relief (see NotiSur, 03/30/95). However, many analysts believe that the combination
of debt service and restructuring policies required by the multilateral banks has produced serious
distortions in the economy. The Development Gap study calls the result "a policy- induced
depression." The major success of the restructuring program has been the dramatic reduction of
inflation from over 13,000% as late as 1990. But that success was achieved by forcing the economy
into depression, says the study.
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For example, increases in taxes and utility rates aimed at reducing the fiscal deficit and the high
interest rates aimed at reducing inflation have increased poverty and limited the expansion of
productive capacity. In addition, the layoff of thousands of government workers since 1993 has
helped reduce the deficit but has also transferred a burden onto the private sector where years of no
real growth has resulted in un- and underemployment rates of up to 64%, according to UN figures.
Urban unemployment alone was 20.2% of the economically active population in 1995, the highest
rate in Latin America. Since 1990, the rate has nearly doubled, though the 1995 figure was a
slight improvement over the 20.7% registered in 1994, according to the ECLAC report. [Sources:
"Structural Adjustment and the Spreading Crisis in Latin America," The Development GAP,
Washington, D.C., 10/95; Inforpress Centroamericana (Guatemala), 10/05/95; Agence France-Presse,
12/19/95, 12/26/95; Agencia Centroamericana de Noticias Spanish News Service, 12/20/95; Notimex,
01/09/96; Inter Press Service, 01/11/96]

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

